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ECONOMIC TRENDS REPORT 


SUMMARY 


After a year of consolidation, Oman's economy is reviving in an orderly 
manner. Petroleum revenues are still rising, although production from 
the northern fields is starting to decline. Oil income will eventually 
drop significantly unless new reserves are discovered. The Government 
has decided to develop modest deposits of heavy oil in Dhofar which will 
require a pipeline to the port of Raysut near Salalah. The completion of 
the natural gas pipeline from the northern interior to the capital in 1978 
will provide fuel for a cement plant, a power and desalinization complex, 
and other local industry. Saudi Arabia is financing a copper mining and 
smelting project near Sohar which will also be fueled by natural gas. 
Since Oman's basic infrastructure is already in place, the Government is 
turning its attention to revenue-generating projects, although nothing can 
entirely compensate for the expected major drop in oil exports. Partly 
because of these new developments, private business activity has in- 
creased in 1977. 


The Government in 1977 kept tight control over the expenditures of almost 
all ministries. Close cooperation between the Directorate General of 
Finance and the Central Bank of Oman has helped to select priorities for 
economic development and control Government expenditures more effec- 
tively. Oman's net foreign reserves have risen to a level of over $300 
million, and the commercial banks in Oman have reduced their excessive 
external borrowings which were needed to finance Government expendi- 
tures. Saudi Arabia has agreed to fund development of roads and related 
improvements for mountain communities in Dhofar and the copper project 
at a total cost of over $200 million. 


American exports are facing increasingly stiff competition from British, 
German, and Japanese goods, but opportunities are good for household 
appliances, airport and telecommunications equipment, transportation 

and data processing equipment, automobiles, and foodstuffs. Senior Omani 
officials and businessmen are showing an increased desire for American 
involvement in major upcoming petroleum-related and industrial projects. 

It is essential for U.S. firms to have a capable local agent before they 

can bid on projects or participate in a tender offer. 





KEY ECONOMIC INDICATORS 
(All values in millions of dollars unless otherwise indicated) 
Exchange Rate: 1 Rial Omani = $2.92 


CY-75 CY-76 %Change 

Income and Production 

GNP at current prices 1784.0 1941.3 
Government investment 505.4 592.8 
Private investment 146.3 128.5 
Crude oil production (000 b/d) 341.0 365.0 
Nonagricultural labor force (000s) 120.0 124.0 
Expatriate employees (000s) 69.0 71.0 


Money and Prices 
Money supply (currency and demand 


deposits) 209.1 299.9 343 .4* 
Quasi money (time and savings dep.) 111.5 188.9 i 253.4* 
Interest rates (median bank rates on 

short-term loans) N/A 9% 10% 
Selected retail prices (1972=100) 260.0 285.0 305...E 


Government Finance 

Revenues (actual) 1588.5 1780.6 2084.9B 
Expenditures (actual) 1549.9 1768.9 14,1 2248.4B 
Budget surplus or deficit (actual) 38.5 11.7 -69.6 (163 .5)B 


Trade and Balance of Payments 
Official foreign exchange reserves 242.4 287.0 18.4 369.7* 


Commercial bank assets -142.8 -218.1 $2.7 -63.2* 
Net foreign assets 99.5 68.9 -30.8 306.5* 
External grants and loans (gross) 456.4 Jaree -21.7 645.3B 
Debt repayments and service 120.0 93.1 -22.4 271.6B 
Basic balance of payments -36.5 -29.5 -19.2 es .-E 
Oil exports 1415.9 1530.0 8.1 1600 E 
Other exports Set 4.0 ada 4.6E 
Exports to U.S. (CIF) Shel 222.6 322.4 329.5* 
Imports (CIF) 1091.5 1182.6 Gua 1200 E 
Imports from U.S. (FAS) 74.7 STet -23.6 42.0* 


Note: Main U.S. exports are household appliances, automobiles, food- 
stuffs, telecommunications equipment. 
Sources: Central Bank of Oman, International Bank for Reconstruction 
and Development, and U.S. Department of Commerce 


E - Estimated; B- Budgeted; *- as of 9/30/77. 





PETROLEUM AND MINERALS 


Petroleum Sector. Oil production, the mainstay of Oman's economy and 
the source of nearly all export earnings, is starting to decline. Produc- 
tion fell 8 percent in 1977 to an estimated level of 330,000 barrels a day, 
although Government revenues will rise slightly because of higher oil 
prices. (Blended Omani crude sells for a premium at $13.00 a barrel be- 
cause of its high quality and low sulphur content.) A1974 participation 
agreement entitles the Oman Government to 60 percent of the production 
of Oman's only oil-producing company, Petroleum Development (Oman) 
Ltd.; Shell, 34 percent; Compagnie Francaise des Petroles, 4 percent; 
and Partex, 2 percent. While PD(O) buys back most of the participation 
oil for resale to Shell and CFP, the Government sells 80,000 barrels a 
day to C. Itoh (Japan) and Gulf Oil (U.S.) Although not a member of 
OPEC, Oman generally follows OPEC's pricing guidelines, and Oman's 
taxes and royalties on equity crude are at roughly the same level as those 
of other Gulf countries. 


A major concern for the Government is that oil production reached its peak 
in 1976, and the northern oil fields are beginning a decline that may accel- 
erate in the next few years and will be impossible to arrest unless new de- 
posits are discovered. Overall reserves in northern Oman will be almost 
entirely depleted in 20 years, and production costs are rising rapidly, be- 
cause PD(O) must use water injection, gas compression, and other sec- 
ondary recovery techniques. Since the larger oil fields at medium depths 
have been largely discovered and exploited, PD(O) is now seeking smaller 
accumulations of oil at depths between 10,000 and 16,000 feet. 


The Omanis have spent considerable effort in exploration of petroleum in 
the southern province of Dhofar. An extensive drilling program has been 
carried out at the small-to-medium fields at Amal and Marmul of mostly 
heavy oil (16-22° API), but results have not been entirely encouraging. 
Nonetheless, the Oman Government and PD(O) have decided to develop 
commercially the southern concession, producing an initial 30,000-40,000 
barrels a day. The Omanis have decided to transmit the oil by a 200- 
kilometer heated pipeline to Raysut port near Salalah. An oil pier will 
be built at Raysut and a substantial base camp will be built at Amal/ 
Marmul, complete with a 15-megawatt power plant. Total capital dev- 
elopment costs for Dhofar oil will be $300 million. 


In order to spur development of new reserves, the Government is encour- 
aging exploration by independent oil companies in both northern and 
southern Oman. None of the independents have been really successful-- 
in contrast to Shell's proven record of discoveries for PD(O). Sun Oil 





failed to find oil in commercial quantities after drilling two wells off cent- 
ral Oman. The French oil firm ELF/Aquitaine was unsuccessful in drilling 
in Omani waters off the Musandam Peninsula, although oil in commercial 
quantities had been discovered on the Iranian side of the Strait of Hormuz. 
Two American companies, Quintana and Gulf Oil, are jointly exploring an 
onshore concession at Sunaina near the UAE border. ELF and Sumitomo of 
Japan will drill a well early next year at the Butabul concession, located 
in very difficult terrain near the Rub al Khali. A consortium formed by 
British Petroleum (the operator), Deminex (West Germany) and Agip (Italy) 
have purchased operating rights to unexplored territory in southern Dhofar 
already relinquished by PD(O). 


The Omanis are starting to make use of their moderate natural gas reserves. 
Snam Progetti (Italy) has been laying a 20" pipeline from interior gas fields 
to the coast. When completed in 1978, up to 140 million cubic feet a day 
of nonassociated natural gas will be used to power a cement plant, the 
power and desalting plants at Ghubra, and other industry. The Oman Gov- 
ernment plans to lead a spur pipeline from Ghubra to Sohar to power a cop- 
per smelter. Petroleum Development (Oman) is constructing a small plant 
at Saih Rawal and larger NGL plants at Yibal and Fahud in the northern in- 
terior to make partial use of the associated natural gas that is now flared. 
Oman's total gas reserves are about 4 trillion cubic feet, suitable for local 
industry but too small to support an LPG or LNG export or a petrochemical 
complex. 


The Omanis have not yet decided whether to build a small refinery. Since 
Omani imports of refined petroleum products have doubled in 1977 toa 
level of almost $100 million, the Government is seriously considering 
building a 30,000-40,000 barrel a day refinery producing a full range of 
products. Total project cost would be about $120 million. 


Other Minerals. The Government has started to develop mineral resources 
in northern Oman. Four ore bodies near Sohar which contain up to 20 mil- 
lion tons of ore deposits averaging 2 percent copper will be developed at 

a cost of $120 million. The ore will be mined, concentrated, and refined 
in a small smelter. A jetty will be built at Sohar to export the copper 
ingots by 1980. The Oman Government is forming a joint venture with 
Prospection Ltd. of Canada and Marshall Exploration of Houston to develop 
the concession; the Government will own about 75 percent of the equity 
and the private partners 25 percent. 


The Government is also interested in developing chromite deposits, which 
total between 5 and 10 million tons. There are about 9 million tons of 
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asbestos ore, large deposits of limestone, and up to 10 million tons of ex- 
tractable anthracite in northern Oman. Phosphate rock has been found in 
Dhofar, and further prospection is taking place, 


INDUSTRY AND COMMERCE 


The Government, which sees improved transportation and storage of goods 
as vital to economic development, is shifting its emphasis away from road 
building to shipping and civil aviation. The only ongoing road projects in 
the country are a 90-kilometer stretch from Ruwi to Qurayat being built by 
Grove International (U.S.) and a Nizwa-lIbri link being built by Strabag 
(West Germany). These should be completed by 1980, and no large follow- 
on road projects have been approved. Port development is receiving sub- 
stantial emphasis; the Omanis are planning to put special container ship 
handling equipment at Port Qaboos in Mutrah. Hochtief, a West German 
firm, is expanding Raysut Port near Salalah to 1 million tons capacity, with 
4 general cargo berths and an oil pier. Small ports are also planned for Sur 
and Sohar, 


British Airways in i977 started to use Muscat as a link to the Far East and 
Australia, and a number of other international airlines are now using Seeb. 
Cargo and passenger handling rose 20 percent in 1977. The Government is 
planning further expansion of Seeb's runways. Salalah Airport, which like 
Seeb is managed by Pan American, is being expanded. 


The Government is also stressing electric power, water, telecommunica- 
tions, and other utilities. These projects are particularly important since 
the present electricity and telephone systems are woefully insufficient, es- 
pecially in the capital area. Twenty six power plants are being built in in- 
terior northern Oman to further the goal of rural electrification. Gas turbines 
will be placed at Ghubra by summer 1978 as an emergency measure to gener- 
ate 50 additional megawatts of electricity for the capital. A thermal power 
station is also being considered to avert future power shortages in the cap- 
ital. Adesalting project for Musandam is being completed, and water pipe- 
line extensions are being laid in the capital area. The Government is fund- 
ing an expansion of the telephone system in the capital and Salalah. 


Oman's hopes for industrial development will be enhanced by the comple- 
tion of the natural gas pipeline to the capital. The Kuwait Cement Company 
and Omani firms have formed a joint venture which will produce 1 million 
tons of cement. There are plans for a building materials plant with part 
Kuwaiti equity which will also use natural gas. An industrial zone in- 
cluding a steel rerolling mill and light industry is planned at Rusayl near 
Seeb, accompanying an asbestos cement pipe factory already in operation. 
These projects are in addition to the Government's continuing program of 
subsidies and a partly guaranteed market to help a dairy products factory, 

a flour mill, and a paint factory already in operation. 
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In order to encourage private business, the Government has introduced sel- 
ected income tax exemptions and soft loans. The newly-established Oman 
Development Bank provides medium-term loans to businesses in priority sec- 
tors of the economy. The Omani authorities hope that the slump in con- 
struction and the leveling off of the retail distribution of consumer goods 
will tempt local businessmen toward more productive (if less immediately 
profitable) forms of industrial investment. Omani businessmen, however, 
while showing increased interest in smaller businesses such as bakeries, 
soft drink bottling, and equipment and automobile maintenance, are still 
wary of putting money into major industrial projects. 


AGRICULTURE AND FISHING 


The Government does not expect significant export earnings or a great in- 
crease in agricultural production, stagnant at best during the last few years. 
However, agriculture is being given increased attention in order to stem a 
migration from rural areas into the capital and to increase incomes in the 
interior of Oman. Government efforts are focused on water and soil surveys 
and on agricultural training and extension work with small farmers. There 
has been increased private sector interest in poultry and vegetable farming. 
The Government is operating modest beef and dairy cattle projects in Sohar 
and Salalah. A water resources council seeks to coordinate sharing of 
Oman's limited water resources between industry, agriculture, and urban 
consumers. An extensive drainage plan for the Batinah coast has been for- 
mulated, and the Ministry of Agriculture is studying the merits of using re- 
mote satellite sensing for a land use map of the plain of Salalah. 


Fishing has more export potential than agriculture, and the Omanis should 
be able to increase the total catch by over 25 percent to a level of 300,000 
metric tons by using modern techniques. A New Zealand firm has success- 
fully built and operated cold storage facilities in Matrah and Salalah, and 
smaller cold storage units for fish and produce will be built in Musandam, 
Buraimi, and Sur. A South Korean firm has been granted a concession to 
fish between Masirah and the Kuria Muria Islands, replacing a Japanese 
company currently operating the concession. A Kuwaiti/Norwegian consor- 
tium will build a sardine canning plant and fish processing factory in Salalah. 
The Government is providing small, traditional fishermen with assistance 
in equipment and marketing in order to preserve their livelihood. 


Dhofar Development, The Government sees fishing and agriculture as per- 
haps the most important keys to the development of the southern province 
of Dhofar. Beef and dairy cattle projects and fish processing are receiv- 
ing increased Government attention. In addition, Saudi Arabia has agreed 
to provide funds for roads, clinics, schools, and community centers in 
the mountains at a total price of $90 million. Infrastructure has not been 
neglected, as shown by port and airport expansion, a large, magnificently 
equipped hospital at Salalah, and a newly-opened Holiday Inn. 





FINANCE AND FOREIGN TRADE 


Oman continues to use almost all its petroleum export earnings for defense 
and economic development. In the last few years, the Government has em- 
ployed a centralized budgeting system in order to maintain solvency. Most 
projects must be approved by the Development Council in the framework of 
the Five Year Plan, while the Directorate General of Finance keeps tight 
control over the capital and operating expenditures of most ministries. 

The Central Bank of Oman, seeking to gear monetary policies to the econ- 
omic needs of the Sultanate, has brought about a marked reduction of debt 
to commercial banks and a significant increase of Government bank depos- 
its. Offsetting these hopeful developments is a continuing rise in recur- 
rent expenditures, a greatly increased cost of repaying and servicing 
loans, and a heavy defense budget. The estimated budget deficit for 1977 

is $150 million. 


Substantial assistance comes from neighboring Arab countries in the form 
of loans and grants. Saudi Arabia's project help has been mentioned, and 
it also gives substantial general budgetary support. Kuwait has made 
noteworthy capital contributions to industrial and agricultural projects, 
and Abu Dhabi has also been a factor. 


Oman's balance of payments should show a great improvement over 1976. 


In previous years, Oman's large trade surplus has been entirely used up 
by remittances by expatriate employees, payments to foreign contractors, 
and unrecorded private capital outflows. The improvement in 1977 is 
largely due to tighter financial controls and a greater willingness by the 
local merchant community to reinvest funds in Oman. Oman's net foreign 
reserves now total over $300 million, a tripling over last year's level. 


In contrast to the stable level of imports in 1976, total imports should 

rise this year and in 1978 because of increased business confidence and 

a number of new major Government projects in the works. Major imports 

in 1976 included refined petroleum products, electrical equipment, passen- 
ger cars and trucks, household appliances, building materials, and food- 
stuffs. Britain continues to be the largest supplier of goods, but the 
Japanese, Germans, and the U.S. are also significant, 


Commercial banking is consolidating after several years of breathless 
growth. Since there are 20 banks now operating in Oman, the Government 
will not allow new ones to be established. The foreign liabilities of com- 
mercial banks in Oman have declined sharply because a reduction in Gov- 
ernment borrowings has enabled local banks to repay loans from their head 
offices abroad. The Central Bank of Oman is playing an important role in 
supervising the commercial banks by conducting periodic bank examina- 
tions, imposing reserve requirements, fostering an interbank money market, 
and holding down interest rates which would otherwise rise to high levels 


because of the chronic shortage of liquidity. The Central Bank is now dir- 
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ectly handling receipts and much of the Government's foreign debt rather 
than leaving these functions to leading foreign commercial banks. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. commercial exports to Oman have started to rise again after dropping 
in 1976. (We estimate sales of approximately $60 million in 1977.) The 
main obstacles to U.S. exports are high shipping costs and slow delivery 
times, the entrenched position of British firms, and increasingly stiff 
German and Japanese competition. Nevertheless, Omani firms and the 
Oman Government desire reliable and high-quality American technology. 
Favorable sales opportunities exist for air conditioners, telephone equip- 
ment, airport navigation and communications equipment, data processing 
equipment, and foodstuffs. 


According to a new commercial agency law, all firms exporting goods to 
Oman must use a local representative who is an Omani national, and agency 
agreements are subject to approval by the Commerce Ministry. It is essen- 
tial for U.S. firms exporting here to pay periodic visits to their Omani rep- 
resentative and to show personal interest. Business visitors to Oman will 
have no problem finding hotel space in the capital area since the 300-room 
Intercontinental Hotel was completed in late 1977. 


The majority of American firms represented in Oman are concentrated in pet- 
roleum and minerals. In addition to the above-mentioned firms in petroleum 
exploration, Williams Brothers International, Ray Geophysical, Sedco, and 
a number of others are involved in drilling, pipelines, and seismic explora- 
tion. Privately owned Marshall Exploration of Houston is the majority 
owner of both Quintana and Prospection Ltd. Tetra Tech plays an important 
role in advising the Ministry of Agriculture, Fisheries, Petroleum and Min- 
erals on development of Oman's hydrocarbon and water resources. Indiv- 
idual American experts participating in the reimbursable technical assis- 
tance program have provided assistance to the Government in cattle raising 
and fishing. 


American firms also play a major role in guiding Oman's infrastructure. 
Pan American World Airways manages Seeb and Salalah airports and pro- 
vides design and supervision of navigational aids and other airport equip- 
ment. (The Federal Aviation Administration provides reimbursable person- 
nel licensing, communications, and airport planning assistance.) Louis 
Berger, a New Jersey consulting firm, advises on road construction and 
maintenance. The presence of American consultants and advisers is con- 
sidered to be of great significance in the design and specification stage 
of projects. With the exception of Grove International, however, American 
firms have not been able to win major infrastructure construction contracts 
in the face of entrenched British, German, Cypriot, and Lebanese compet- 
ition, 
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Financial services is another area of opportunity for American firms. 
Citibank has been aggressive in doing business with the most important 
trading companies, while Chemical Bank has a management contract with 
the Bank of Oman, Bahrain and Kuwait. Several American accounting firms 
are serving private businesses here, and there is increased interest in the 
American insucance business. 


In contrast to the negotiated contracts of 1974-75, the Oman Government 
mostly uses international competitive bidding as a means of awarding major 
contracts. A Tender Board is in charge of evaluating bids and awarding 
contracts. To win a Government contract, firms must already be registered 
with the Commerce Ministry and the Tender Board and have a local agent, 
while a joint venture with an Omani partner is required for firms doing bus- 
iness in the private sector. Contractors should realize that they must im- 
port supplies through local agents rather than directly from the original 
equipment manufacturer and that Government regulations on employees' 
housing and on labor practices have been tightened in favor of Omanis. 


The Omanis stress that firms must be present in Oman in order to win jobs. 
Both high-ranking Oman Government officials and prominent firms show an 
increased interest in getting major American firms involved in future large 
projects, particularly in more sophisticated projects in the petroleum and 
natural gas fields. 


Although there is a U.S.-Omani agreement for Overseas Private Investment 
Corporation guarantees, few U.S. firms thus far have shown interest in 
investing here. The Oman Government encourages private investment, al- 
though at least 35 percent Omani ownership is required in most cases. 

In complying with this requirement, it is usually not necessary to form a 
joint corporate entity but rather a joint venture, i.e. a cooperative arrange- 
ment of two separate entities within a limited scope of activities. The 
Government requires Omani commercial companies with foreign members 

to have a minimum paid-in capital of $430,000, effectively limiting joint 
ventures to medium and large-size trading companies. The Omanis are es- 
pecially interested in ventures which do not require excessive numbers of 
expatriate workers and in which the foreign partner provides ongoing man- 
agement and training rather than just equipment. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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